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1., The following points are based on commonis reportedly made to source by Soviet
Consul General Khalin:
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(1) Soviet Ambassador Petrov is expecied to return te Nanking before the end of
october. /NN Note: His arrival in Nanking has not yet been reported,/
Prior to any radical change of Moscow policy vis-a~vis Chinx, the UsSR (through
Petrov) will informally approach the Chinese Central Governmeat and suggest a
settlement of some of the urgent differences between the two ¢ountries. For
instance, Petrov has final instructions regarding the settlemeit of the problem
of the administration of the city of Dairen. The fall of Chefto to the Nationalists,
coupled with the strengthening of Nationalist militery forces in south Manchuria,
makes it easier to find means for a compromise settlement of th: Daivren question
which will permit a Chinese Nationalist administration tec start functioning in
that city. Soviet leaders believe that with thie as a beginniny it will be easier
for the USSR to persuade former pro-Soviet elements of the left wing of the kuo-
mintang to influence the Central Goverrment and Chinege public opirion ioward
adopting a more friendly policy toward the USSR.

(2) The success of "this new Soviet approach will depend on the outcom? of the
struggle for northern Manchuria. If, as scems highly probablu, the Chinese Com-
punists succeed in expelling all Natlonalist forces frum northern lanchuria and
in consolidating their power in that area, Shanghai Soviet leaders are convinced
that the situation will compel Chinese Nationalist politicians to accept UsZR
mediation and effect a compromise. Such a development mast be preceded by a pre=-
1irinary agreement on Dairen and improvement in Sino-Sovict relatioris. Petrov

is reportedly instructed to prepare the way for this new approach to the dis-
cussion of Sino-~Soviet relations.

(3) Shanghai Soviet leaders believe that Petrov can achieve only temporary
success in this attempt at a Sino-Soviet diplomatic rapprochement. The aim of
this new move will be: (a) to win time for the final change in Soviet policy
in the Far East, a change which must be expected in early 19483 and {b) to
divide Kuomintang and Chinese public opinion regarding the USSR. This must be
accomplished before a radical change in USSR policy in the Far East can actually
take place. This radical change will be directed against the United States,

and against Sino~American relstions. B
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The followins are runors ancny “hanzhal JSoviet cireles which econylenent Khalin's
cormzonts: (1) o, Losovaky, Ghief of the Informburcau in lrkutsk, visited
north Loroa and l-rbin incognito. (2) Following his ai earance in these areus,
rurors spread thaet militery rzoncuvors on a large scale nust be enjocted this
subumn in the soviet lar uast near the iorcan and Ianchurian borders. (3) .t
the sane time as these ;ilitary riancuvers take zﬂ.acc, uprisings inthe 114 Liver
rezion of Jsinkiang must be expected.

These rumors vere discussed in tho shanghai doviet Club with the conclusion
resched that it will be better to spesd up the repatriation as it will soon be
too conylicated fur Soviet citizens to either live in or to leave China. Cone~
pet.ent Shanghal soviet political obscrvers such s i, a. Borodin, V. V. klarin,
I. I. Druri and olkers believe that such rumors signify the Loginning of a new
era of Sino~Joviei relations in which China will finglly be rressed to choose
between the U3SR and the United states.
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